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Abstract 
In 2015, the national economy development platform will change as AFTA effectively enforced. Indonesia as major player with 
the empowering SMEs of 99 percent of total business units by employing 97.24% of the entire workforce, should considers that 
the Economy will grow, if SMEs grow. Therefore, it is crucial for economic stakeholders - government, banking and financial 
community, industry associations and chambers of commerce and service providers SMEs - collaborate to encourage the growth 
and sustainability of SMEs. One contributing factor to the development of SMEs is corporate governance by improving the 
operation’s accountability and transparency, therefore SMEs will be more bankable and investable.The purpose of this study was 
to describe how good corporate governance is that could be implemented within a SME sector in Indonesia. The study was 
conducted by surveying the 150 prospective SMEs respondents in Malang, East Java Indonesia. There were 49 entities 
participated by returning research instruments and provided additional information about how adaptation of good corporate 
governance might be implemented on SMEs. Supervisory and Management Board need to collaborate generating innovative 
ideas for SMEs.  Furthermore, supervisory board advises management board in regard to strategic plan, access to capital and gain 
lender’s or investor’s confidence. A good corporate governance pillars in a SME sector has been proposed as a supplement to the 
general guidelines issued by the National Committee on Governance (2006). Adaptation considers the difference of legal aspects 
of SMEs, role of a supervisory or an advisory board and presence of family governance mechanisms. 
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1. Introduction 
Micro, small and medium enterprises (SMEs) are a very important part in the economy of Indonesia. Overall 
business unit in Indonesia, 99.99% of total business units are SMEs, and this sector employs nearly a 97.24% of the 
entire workforce (Kemenkop UKM, 2012). SME sector has exported as of 16% of total non-oil exports, and 
accounted for 57.94% of total gross domestic product (GDP) of Indonesia at current prices (Kemenkop SMEs, 
2012). This fact shows that SMEs are very important in the national economy.  
According to the Law No. 20 of 2008 concerning Micro and SMEs, the maximum limit of an SME assets 
accounted for to Rp 10 billion (excluding land and buildings) and revenue up to Rp50 billion per annum. This 
supports to the fact that the majority of business entities in Indonesia is classified as micro to medium-sized 
businesses. Central government through long-term plan phase II (2010-2014), explains explicitly that it is necessary 
to 'improve and promote small and medium enterprises (SMEs) by increasing access to capital' and 'implement 
policies to provide priorities for small and medium entrepreneurs'. Existence of the SME sector should be prioritized 
to ensure their competitiveness and sustainability.  By this reason, development efforts to enhance the role of SMEs 
in the economy, such as guidelines for good corporate governance and accounting standards, urgently implemented. 
Indonesian Institute of Accountants has issued accounting standards specifically for SMEs, to name a few, such 
as Financial Accounting Standards for Entities without Public Accountability (SAK ETAP). While many large 
businesses (large enterprises) should adopt Financial Accounting Standard of IFRS version from the beginning of 
fiscal year 2012, the implementation of SAK ETAP has become an accounting solution in order to support 
sustainability of SMEs. The same logic should be applied to the guidelines of good corporate governance, which is 
only suitable for large-scale business models. From this point, stakeholders from the SME sector, such as the 
forgotten (Clarke, 2007). 
Recent evidence form capital market suggests an opposite fact from a significant potential of SMEs as that only 9 
(nine) companies that went public from 2004 to 2011 (Bapepam-LK, 2011). In their annual reports Bapepam-LK 
explained that the managers or owners of the most small-medium sized company have not paid more attention in 
terms of information disclosure to the public. Further explanation explains that the majority of SMEs are still 
running their business conventionally and yet implementing the principles of good corporate governance (GCG). 
However, guidelines and regulations on the implementation of good corporate governance is more appropriate on a 
large scale enterprise, and it looks to be a too heavy burden on SMEs. These conditions encourage the government, 
SMEs, as well as academics to identify problems and find solutions to how the implementation of good corporate 
governance in the SME sector. 
SME governance improves small-medium sized firms’ performance, for example for ensuring an alternative 
funding from investors and financial institutions. In many cases, SMEs in form of a limited corporation can adopt 
the concept of governance in general such as what large enterprises do. SMEs might translate governance principles 
issued by NCG (2006) into SMEs’ operation. Implementation of these principles in SMEs is showing with a proper 
record keeping and information disclosure, thus can improve confidence of investors in the SME (Abor and Adjasi, 
2007a; Dube, Dube and Mishra , 2011). 
Although extensive research has been carried out on corporate governance, only few studies exist to investigate 
SME Governance. Need for SME governance norm that fit within two-tier board system is really required. This 
article raises the issue of research such as what areas or factors in the implementation of good corporate governance 
in the SME sector. The purpose of research is to conduct an investigation to identify a knowledge base for 
adaptation, and identify aspects that could be promoted to ensure the governance mechanism within SME sectors. 
2. Literature Review 
2.1. SME Governance 
In the last decade, research and implementation of good corporate governance to be very popular, mainly due to 
the benefits of such a mechanism in minimizing agency cost. These studies generally use a lot of objects and large 
public companies, while implementation in SMEs as they rarely get attention. This study refers to the Small and 
Medium Enterprises Survey (SME) governance in Australia by Clark et al. (2011), and surveys in Indonesia on good 
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corporate governance in SMEs assisted PT. TASPEN (Persero) by Maskur (2012). Having regard to the guidelines 
issued by the NCG (2006) as well as the pillars of SME governance by regulators in Dubai SME (2011), this study 
develop an instrument to identify the pillars of SME corporate governance in Indonesian. 
Much of the current literature on corporate governance pays particular attention to the implementation at large 
enterprises (LEs). This is because existence of agency problem arises from a different interest relationship bewteen 
shareholders and managers. Within LEs, there is a clear separation between ownership and control of the company. 
Discussion on the solution of agency problem is to provide a solution caused by the separation. As SMEs grow 
toward LEs, the need to minimize agency problems is becoming more important (Abor and Adjasi, 2007).  
Abor and Adjasi (2007) investigated the relationship of corporate governance implementation and SMEs’ 
performance in Ghana, and described the necessity of specific guidelines on corporate governance in SMEs sector. 
Their discussion also mentioned that there is an opinion asserts no need any special arrangements, because agency 
problem does not exist in SMEs. Furthermore, SMEs only consists of the owner and some employees as a manager-
owner as well. SMEs tend to be a bit of separation between ownership and control that occurring at LEs. In 
connection with the disclosure practices for SMEs to public accountability is also relatively insignificant, because 
the funding of SMEs instead of public funds or capital markets. The owner and employees are not concerned about 
agency problems, profit maximization, and the increase in the stock price that usually becomes moral hazard within 
management. This supported that less likely of requirement of special guideline of corporate governance to be an 
agency problem solution.  
In addition to the above opinion, Abor and Adjasi (2007) described the other point of view that there is global 
concern over corporate governance implementation in SMEs. Guidelines for a public company should be suit SMEs, 
not on the complexity but the principles application of an effective system of governance. The benefits of the 
implementation of good corporate governance in SMEs will be perceived by entrepreneurs who grew from SMEs 
and almost become big business (UB). SMEs require additional resources such as financing and technology to grow. 
SMEs also need feedback on business operations, a good strategy and best practices in the industry cluster specific. 
The more SMEs grow, the need of professionals as a manager, and the separation between ownership-control start to 
begin. In these conditions, corporate governance mechanisms become necessary (Abor and Adjasi, 2007). 
A voluntary practice of corporate governance mechanism assists SMEs in order to improve their prospects for 
alternative funding from both investors and financial institutions. This is due to the fulfillment of criteria for the 
implementation of proper bookkeeping and accounting and disclosure of information which increases the confidence 
of investors or creditors in the SME. SMEs will be more committed to efficiency in the presence of 'the supervisory 
and advisory' outside. Implementation of good corporate governance will reduce the problems associated with 
asymmetric information and make SMEs more in the risk-free financing standpoint (Abor and Adjasi, 2007a; Dube, 
Dube and Mishra, 2011). 
In 2011, Dubai SME in associated with the International Finance Corporation (IFC) conducted a survey of 
various SMEs stakeholders in the United Arab Emirates. The survey has managed to formulate a guideline of how 
good corporate governance mechanisms carried out in the SME sector. The fundamental difference lies in how 
modification performed on smaller companies, for example the individual companies and business entities have not 
been incorporated. In addition, family governance becomes one of the issues that must be disclosed to encourage the 
application of the principle of fairness on the operation of SMEs which mostly owned by the family and a family 
group. 
The Corporate Governance Code for Small and Medium Enterprises (Dubai SMS, 2011) is originally initiated to 
build the foundation for growth and sustainability. This is a milestone for adaptation for most developing countries, 
including Indonesia, to facilitate major SMEs. In Australia, Clark (2007) explained that so far the development of a 
code of corporate governance by regulators, capital markets as well as academics have made SME as ‘the forgotten’ 
stakeholders. Dubai SME survey data (2011) is a very valuable knowledge base to be developed in other countries. 
Observing literature in Indonesia, there are very few studies that examine the implementation of good corporate 
governance in SMEs (Maskur, 2012; Purwanto & Mustamu, 2013). Maskur (2012) conducted an analysis on 54 
companies SMEs assisted Partnership unit PT. TASPEN. Tbk, use the CHECK element analysis on each 
respondent. The study concluded GCG has been executed better, but still bad on transparency and accountability. 
While Purwanto and Mustamu (2013) conducted interviews and observations on the implementation rates of 
elements in a family company in the manufacture of wood in Surabaya, where the implementation of corporate 
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governance mechanisms are categorized either. In a further analysis, Maskur (2012) obtain samples in micro and 
small groups (no group of medium-sized enterprises), while on Purwanto and Mustamu (2013) does not explain the 
family company on a scale of SMEs or large businesses. To further explore the mechanism of governance in small 
and medium enterprises are still needed. 
3. Research Methods 
Traditionally, research in corporate governance assesses the relationship of corporation’s principal and agent 
within large companies. However, this study will adopt the kind of explanatory research with survey of SME 
participants. Explanatory research is descriptive research designs that tend to use a quantitative approach in the early 
stages, and then followed by a qualitative deepening at a later stage (Creswell, 2009). It was considered that 
quantitative measures would usefully supplement and extent the implementation of governance mechanisms withn 
SMEs setting. 
The survey was conducted by using primary data on the implementation of SMEs corporate governance systems 
within Malang region include City of Malang, Regency of Malang and City of Batu. This study is a preliminary 
study on the survey to be conducted in several clusters of SMEs in several areas of East Java Province. Furthermore, 
the study also developed a questionnaire to collect data through surveys. The research instrument consists of number 
of questions to be agreed and answered by respondents. 
The research instrument was designed and developed based on a literature review of the pillars of SME corporate 
governance (SMEs Dubai, 2012). The instrument is validated by organizational experts (2 persons) and SMEs (2 
respondents). A quantitative analysis in the form of a pilot study conducted by Diploma IV in Management 
Accounting students of State Polytechnic of Malang who studied Business Ethics and Corporate Governance. In 
quantitative analysis, the instrument is categorized valid as Cronbach's alpha less than 0.6 to 0.70 (Hair et al, 1998). 
This research is considered to be more conservative in performing quantitative analysis to validate the final 
research instrument, in which items of research questions with Cronbach's alpha below 0.7 will be reviewed. Based 
on SPSS output in table 1, there are 3 groups of the questions that have less than 0.7 Alpha is Board of Directors 
Performance  (pillar 5), Internal Control (Pillar 7) and Family Governance (pillar 9). 
 
Table 1.  Result of Reliability Analysis – Pilot Study 
No Construct Alpha 
1 Formal governance framework (Pillar 1) 0.848 
2 Management succession (Pillar 2) 0.768 
3 Information and communication (Pillar 3) 0.713 
4 Board of Commissioners/Advisors (Pillar 4) 0.831 
5 Board/Advisors’ Performance (Pillar 5) 0.650 
6 External Audit (Pillar 6) 0.769 
7 Internal Control (Pillar 7) 0.543 
8 Stakeholders (Pillar 8) 0.718 
9 Family Governance (Pillar 9) 0.611 
Source: pilot study data, 2014 
  
The smaller alpha value means possible existence of homogeneity (similarity) among items questions, so that 
some of questions actually reflected other questions. Hullan (1999) in Wibowo (2008) explains that 'a poorly 
worded items' can reduces loading factor or generate low alpha value. Thus, the instrument was reviewed among 
those 3 constructs to be reliable when employs in the actual survey. In further analysis by doing at the items 
question on the pillar 5b and 5c pillar, alpha value will increase to 0.712 and 0.730, respectively. Furthermore, 
deletion of the questions 1 to 7 pillars will also be raised alpha 0.580 higher than 0.543. Likewise, in item 2 on the 
pillars 9 questions also can increase the alpha becomes 6.88 higher than the previous 0.611. Rewording was carried 
out by reviewing items question that might not being understood by SMEs. 
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4. Results and Discussion 
4.1. Respondents Demographic and Information 
The study was conducted by sending questionnaires to 150 SMEs in Malang region. Prospective respondents 
selected the method of non-probability purposive sampling from the list of companies SME 150 SMEs. Among 150 
potential respondents, only a total of 49 respondents who participated in the research instrument returned 
questioners by post and some collected by enumerators. The following general information obtained from the 
respondents. 
 
a 
 
 
 
 
 
 
b 
 
Fig. 1. (a) Respondents’ Position; (b) Type of Business 
Figure 1(a) describes respondents’ position and business types. Figure 1(a) shows that most respondents are 
manager-owner (61%) and the rest is a director or manager, amounting to 39% of the total respondents. Figure 1(b) 
shows that most respondents do business industry and trade, which amounted to 46% (21 respondents) and 35% (16 
respondents). This is consistent with the characteristics of Malang potential in the food and beverage industry as 
well as automotive accessories, and trade with the tourism sectors. Agricultural business sector accounted for 4% (2 
respondents), and the service sector by 15% (7 respondents). 
 
a 
 
 
 
 
 
 b 
 
Fig. 2. (a) Legal form; (b) Stage of business cycle 
Figure 2(a) describes the business form of respondents; most of them still have not been incorporated by 88% (44 
respondents). It is regarded that the majority of respondents are individual company or a partnership, and only 12% 
(5 respondents) who have had limited company status (PT). With regard to the category of the stages of business on 
the business cycle in Figure 2(b), the majority of respondents are in the growth phase which is 37% (18 
respondents). Additional information on the questionnaire explained that the average food and beverage industry as 
well as real estate services are in the growth phase. While there were 22% (11 respondents) who are at the stage of 
expansion, such as industry, automotive accessories. Furthermore, there is 10% (5 respondents) perceived that their 
efforts were in a mature phase, and 31% (15 respondents) is experiencing a period of decline. 
4.2. Implementation of SME Governance 
In this section, descriptive statistics are used as a preliminary analysis of all aspects of the implementation of 
good corporate governance mechanism in SMEs. This fact can be used to determine a general overview of the 
average of responses. In this study, descriptive statistics that will be used is the analysis of the frequency of the 
agreeableness and perception of the proposed pillars of good corporate governance in SMEs. 
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A. Policy and Procedure of Corporate Governance 
In implementing a corporate governance mechanism, companies should adopt a formal corporate governance 
framework governing the role of main structure of the company. In addition to the policy and procedures in carrying 
out such, an SME scaled enterprise should make the process of succession planning in order to ensure business 
survival and continuity. 
To ensure existence of governance policy and procedures, respondents were asked to provide agreeableness: (1) 
to adopt a formal governance framework and (2) to provide a delegation of authority to the management company. 
Furthermore, an additional question is used to determine these two stages have been implemented in the company.  
 
The following table 2 shows respondents perception to both pillar 1 and pillar 2. 
 
Table 2. Respondents Perception to Governance Policy and Procedures 
Pillar 1 Adopt a formal corporate governance framework outlining the roles of the key bodies 
such as partners, shareholders, board of commissioners and management 
Agreeableness 
(%) 
x Partners’ right and obligation should be clearly set out 79.2% 
x Delegation of authority should be formalized 79.2% 
x Pillar 2 Conduct a succession planning process  
x Succession planning is a long-term process and should be aligned with SMEs business 
objectives 
79.6% 
x SMEs should have a rigorous succession planning methodology in place for both planned 
and emergency scenarios. 
64.1% 
 
Based on table 2, the respondent SMEs provide a great level of interest in pillar 1 of the aspects of the formal 
framework of the mechanisms that regulate the rights and obligations of shareholders and the 'key bodies' clearly. In 
practice corporate governance, the company SMEs with some legal status needs to determine any decisions that 
require 'approval' of the shareholders / associates, top management or operational manager level (e.g., able to 
determine the amount of a certain amount) formally written. Delegations of authority can also be reviewed 
periodically to ensure that policies and procedures are still compatible with the structure, scope and complexity over 
the growth of the SME Company. 
Based on the additional questions on pillar 1, the respondent SMEs explained that the leadership meeting in the 
1-year period with an average of 1 to 2 times. Separation of roles that are not too tight explained that the monitoring 
and evaluation of the role of management and owner performed by the same person. It is logical when a company 
held by a manager-owner. 
In Pillar 2 of succession planning, respondents rank succession important at this stage plan (79.6%) than the 
change of leadership is done (64.1%). It is very closely related to the respondents, mostly owner and manager 
(owner-manager) by 61% of all respondents (see figure 5.1). Respondents have an interest in how the future 
involvement in the operations of the company, by way of passing on family or business associates or even looking 
for an exit strategy models through sales to third parties or the capital markets. Methods change of leadership the 
company for some SMEs are not too important. The concept of this stage is to keep the appointment of leaders and 
key bodies can guarantee the availability of the balance of experience and specific expertise in SMEs concerned. 
Based on the additional questions on pillar 2, the average SME respondents explained that the long-term plan of 
management succession between the pick of their own family members and or appoint a professional management 
team. Research shows that there are no exit strategy respondents who choose to transfer to third parties or even do 
an initial public offering (IPO) on the stock exchange. Based on research Bapepam-LK (2011), there are some 
things that become barriers to SMEs using the IPO option as one of the exit strategy: 
x SMEs regulations are not yet synchronized, such as capital market rules and Law No.20 of 2008 concerning the 
definition of SMEs. 
x Fundamental and mental of SMEs are not ready enough. 
x Business financing structure dominated by financial markets (banks). 
x Most of SMEs do not understand the long-term financing such as capital markets. 
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x Listing expense is expensive enough compared to the funds to be obtained. 
x There are no special arrangements / sufficient guidelines on SME criteria can enter the capital market. 
 
B. Transparency and Shareholders Relation 
 
In order to understand how transparency is implemented by SMEs, respondents were asked to consent and the 
perception of how the mechanisms of transparency to shareholders should be done. Table 3 shows that the 
respondents gave approval is high (above 84%) on 2 of the questions about transparency. The information is 
generally known by the shareholders, such as the financial position (balance sheet), performance, ownership and 
status of corporate governance. 
 
Table3. Respondents Perception toward Transparencycyand Shareholders Relation 
Pillar 3 Establish a open and timely flow of information to shareholders 
Agreeableness 
(%) 
x All shareholders should be treated equitably and should be a clear line of communication 
with firm’s shareholders 
84.5% 
x An effective engagement mechanism to collect the views of shareholders should be 
established 
84.1% 
  
Based on the additional question, it is known that the management of SMEs submits financial information once 
to twice per year to shareholders. Furthermore, most respondents explained that reports only in form of income 
statement to inform the performance of the current period, and the balance sheet as a report on the financial position. 
A General Meeting of Shareholders (AGM) on Limited Corporation is a strategic meeting forum for 
shareholders, the Board of Commissioners and Board of Directors. For SMEs that been incorporated might refer to 
the Law No. 40/2007 concerning to the Limited Corporation especially about general meeting of shareholders 
mechanism. By the same way of thinking, the current form of Proprietorship or Commanditaire Vennootschap (CV) 
should prepare an internal mechanism in collecting input as well as a variety of things such as a new business 
strategy. Adaptation needs to creation of an effective engagement mechanism among business partners with the 
SMEs management. 
 
C. Board of Commissioner and Directors 
 
In a Limited Liability Company, the Board of Commissioners and Directors plays an important role in corporate 
governance mechanisms. This structure is formed as a means of monitoring the shareholders of the company's 
management. The study asked respondents perception, SMEs, to the presence of the structure of the Board of 
Commissioners and Board of Directors. Table 4 shows that the majority of respondents expressed approval (81.2%) 
on the establishment of the Board of Commissioners and Board of Directors. Companies with smaller scale, gives 
approval rate of 76.7% to form an 'Advisory' without formal authority, with specialized expertise and connections to 
support business development. Furthermore, induction programs for commissioners and members of the new board 
of directors are required to establish the existence of the Board of Commissioners and Board of Directors are 
competent.  
  
Table 4. Respondents Perception toward Board of Commissioners and Directors 
Pillar 4 Endeavour to set up a formal board of commissioners and directors to go along with 
the growth of company 
Agreeableness 
(%) 
x Smaller company may wish to set up an advisory board with no formal decision 
making powers but offering expertise and networking to support the business. 
76.7% 
x A formal board of commissioners and directors should be established with formal 
procedures 
81.2% 
x Company should consider appointing independent board members 64.5% 
x New member of commissioners and directors should undergo a induction program 74.7% 
Pillar 5 Develop a clear mandate for its board of commissioners to oversee the operational  
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performance of the business as well as evaluating and improving business strategies 
x In order to fulfil its role, the Board shall have the support and receive information to 
perform the main tasks 
82.4% 
x Counsel or the independent commissioners meet regularly to monitor and evaluate the 
performance of management 
79.2% 
x Counsel or the Board of Commissioners to evaluate the performance of regular 75.1% 
x Counsel should not hold operational positions within the company. 84.1% 
 
A surprisingly respondents’ perception is a low score of agreeableness to the presence of independent directors 
(64.5%). It can be understood that the company SME agency problem may not as significant as that occurred on a 
large scale enterprise business (LEs). In LEs, the separation of functions between the owner and management 
(ownership-control separation) raises the potential agency problems.  
As SMEs is becoming LEs, the presence of an effective Board of Commissioners becomes important. Under 
Law No. 40 of 2007 on Limited Liability Company, the Board of Commissioners is the organ of the company which 
shall be established from the beginning. However if the business nature is proprietorship then presence of 'an 
adviser' will be important for the formulation of business strategy. Later, the company with the status of the CV can 
increase the status of implementation of good corporate governance to activate the role co-silent partner in 
performing the functions of monitoring and advising the complementary allies. 
With regard to the additional questions on the implementation of the fourth pillar and pillar 5, respondents were 
asked to choose the status of the organizational structure with respect to the role of the Board of Commissioners and 
Board of Directors. SMEs still slightly (41.6%) who had a company constitution. This can be attributed to the figure 
3 which explains 88% of the total respondents have not incorporated. Information of the respondents explained that 
most SMEs have one commissioner or adviser. In Law 40 of 2007 explained that the Board of Commissioners at 
least 2 at limited corporations whose business activities related to collecting and/or manage public funds, and also a 
company issued a promissory note to the public or publicly listed company. 
Survey results also explained that the Board of Directors of the average SME Company consists of 2 persons 
(29.0%), usually Managing Director and Director of Operations. In terms of SMEs are often referred to by the term 
leadership and operational managers. A manager-owner usually have someone you trust to help the daily operational 
tasks in running a business enterprise from production functions, marketing, finance and human resources. 
 
D. Control Environment  
 
In developing a sound control environment, an international best practice (as in Dubai SME, 2011) recommends 
the implementation of a credible and effective accounting internal control mechanism. With regard to the pillar 6 
and 7 pillars for the implementation of good corporate governance, Table 5 shows the priority of SMEs on those 
pillars. At the pillar 6, respondents agreed on the implementation of a credible accounting practices and the 
involvement of an independent accounting firm in the process of preparing the financial statements. This is 
evidenced by the 77.1% approval on items related questions. However, SMEs tend to give priority on the evaluation 
of the effectiveness of the external auditors (79.2%). Some respondents explained that the involvement of the public 
accounting firm (KAP) frequently referred by Bank where SMEs obtain a loan. This may be due to the KAP tends to 
be formal-relation in collecting financial data, and possibly provides no values to SMEs being audited. 
 
395 Jaswadi et al. /  Procedia Economics and Finance  31 ( 2015 )  387 – 398 
Table 5. Respondents Perception toward Control Environment  
Pilar 6 Maintain credible books of accounts, which are annually audited by external auditor 
Agreeableness 
(%) 
x The company should conduct a credible accounting practice and appoint an 
independent accounting firm in presenting the financial statements. 
77.1% 
x Companies should evaluate the effectiveness of the external audit and maintain the 
independence of the audit function 
79.2% 
Pilar 7  Set up an internal control framework in place and conduct a regular review of risk  
x Companies should conduct a formal process for identifying business risks and adopt a 
control mechanism 
82.0% 
x The larger the company, should adopt oversight committee to monitor the overall 
control environment companies 
80.0% 
x Companies need to have an internal audit function 77.6% 
  
With regard to internal control framework, table 4 shows the preference of respondents to the internal control 
system, risk management, supervisory committee and the existence of an internal watchdog system. Respondents’ 
response implied that priority business risk identification is very important (82%) of SMEs. Concerning to the 37% 
of respondents in the growth phase, the concerns of employers on business survival and continuity are very 
significant. Then, with growing companies need for oversight committees (such as the existence of an audit 
committee, other committees under the Board of Commissioners or Board of Directors) is becoming increasingly 
important with a score of 80.0%. Furthermore, the implementation of the internal control system, the existence of an 
internal audit function is also required (a score of 77.6%). 
Based on information obtained from internal conditions, most of SMEs does not have rules of conduct and does 
not have an internal audit function. Effective internal control system can be driven by efforts to develop a control 
environment, such as the start of the organizational structure fit to the enforcement of integrity and ethical 
organization. The study reported that the respondent has a code of conduct of the informal leader of the company (a 
score of 37.6%). Then, only a small portion has an internal audit function and is usually carried out by the finance 
department (score of 33.9%). Some respondents gave a general comment that the business process is simple and 
process monitoring to control can still be done through physical control, such as by a leader or manager of corporate 
finance itself. 
In the aspect of the control environment, it appears from the survey that the bigger companies are increasingly 
required mechanisms of formal control environment. SME companies can adjust the components of the control 
environment in accordance with the requirements, while maintaining the integrity of the output of the company's 
financial statements. This is to ensure the company credit and investment feasibility. 
 
E. Stakeholders Relation 
 
International best practice classifies stakeholders including employees, suppliers, creditors, government, society 
and the environment as well as the various parties associated with the company. Table 6 shows the perception of the 
respondent SMEs to relationships with existing stakeholders. 
Respondents indicate approval by 78% over the policy that governs the relationship with stakeholders. The 
company should formulate a policy that explains the company's values and goals related subscriber satisfaction, 
product safety, relationships with employees, health and safety (health & safety), policies on the environment and 
the communities in which the company operates. Furthermore, by observing the survival and continuity of business 
factors, respondents put the customer at the most important priority. This was followed by suppliers, investors, 
employees, creditors and the last government (tax) as well as the community. 
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Table 6. Respondents Perception toward Stakeholders Relation 
Pillar 8 Recognize the needs of stakeholders Agreeableness 
(%) 
x Policies should be formulated governing the company’s relationship with its 
stakeholders 
78.0% 
x In the decision-making process, the following very important stakeholders in the 
company's sustainability: 
 
1. Customers 81.6% 
2. Suppliers 79.6% 
3. Employees 76.7% 
4. Equity providers 77.1% 
5. Credit providers 71.4% 
6. Government 66.1% 
7. Association  66.1% 
x Targets relating to the management of stakeholder relations should be set and progress 
against the targets monitored and measured 
80.0% 
 
SMEs are also beginning to realize the importance of performance management. This is indicated by the 
perception of the respondents (80%) to conduct an evaluation of the indicator relationship with stakeholders. 
Additional evaluation in the instrument research shows that the majority of SMEs (53.9%) had prepared a feasibility 
study especially business and finance aspects. 
 
F. Family Governance 
 
One of the main characteristic of Indonesian SMEs is managed by a group of family member with a good 
education and come from the non-poor household (Tambunan, 2012). While more and more companies getting 
bigger, socioeconomic profile employers are increasingly coming from wealthier family. Furthermore, small and 
medium-sized companies a greater tendency to practice human resource system informally rather than large 
enterprises (Nguyen and Bryant, 2004). This logic can be used that SMEs with a large family domination potentially 
face problems in implementing HR practices formalities, as well as encourage fairness and equality. 
Table 7 presents the respondents' perception of SMEs toward family governance at the company. Respondents 
gave high agreeableness of the need for a rule on family business owners regarding business vision and family 
relationships and business (73.1%). This is in order to reduce the impact of family issues in business, especially in 
the phase of the next generation (generation later). Then, respondents approve of 66.5% on the pattern of 
communication and coordination in relation to the interests of family members and companies. 
 
Table 7. Respondents Perception toward Family Governance 
Pillar 9Formulate a framework that describes the family relationships with business 
Agreeableness 
(%) 
x Rules in the family should explain the family's vision and policies governing the 
relationship with the family business 
73.1% 
x Family governance agreement should exist to facilitate effective communication and 
coordination between members of the family and the company 
66.5% 
 
Rules in the family should explain the family's vision and policies governing the relationship with the family 
business. Family governance agreement should exist to facilitate effective communication and coordination between 
members of the family and the company.Based additional item questions, respondents stated that 25% to 49 % of 
SMEs employees are family member. Furthermore, the SMEs are providing a good standard of equal pay employees 
of a family member or not a member of the family. Nevertheless, there is an additional facility provided to family 
members and known by management. It is unavoidable that business initiatives are often related to the effort to 
create an atmosphere of harmony family, such as their flexibility of working hours, work responsibilities 
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compromise, as well as any other form of assistance and convenience. 
 
5. Conclusion 
Implementation of corporate governance is not an easy task since the legal form and nature of business of the 
majority of SMEs in Indonesia. Based on the survey results, this study found a tendency that the larger the company 
the more required a good corporate governance mechanism. Medium scale enterprise with assets (excluding land 
and buildings) and revenue of each no more than Rp10,000,000,000 and Rp50,000,000,000 shows the 
implementation of principles and mechanisms of governance and other formal managerial practices. 
An adaptation of the pillars of good corporate governance of the Dubai SME (2011) in a research instrument has 
demonstrated several important things, such as: (1) Corporate Governance Policies and Procedures, (2) 
Transparency and Relations with Shareholders, (3) the Board of Commissioner and Board of Directors, (4) 
Environmental Control, (5) Relationships with Stakeholders, and (6) Family Governance. This is certainly in line 
with the general guidelines (NCG, 2006) prevailing in Indonesia with three (3) the subject matter of adaptation, the 
first, the differences in legal status of SMEs such as individual and partnership. This is due to the existing guidelines 
are often refers to the type of Limited Liability Company. Second, number of SMEs in Malang with the status of an 
individual or a partnership is empowering 'advisors' in support of business survival and sustainability. Third, the 
pattern of family good governance need to be developed in order to support the fairness pillar in order to optimize 
the potential of the company's human resource. 
With regard to the economy development on an increased contribution of SME sector in the economy, the 
implementation of good governance corporate on SMEs should be voluntary rather than principle-based. These 
suggested aspects of SME governance will become closer to compulsory or mandatory, when it relates to the 
interests of investment and lending activities toward SMEs. This is due to nature of corporate governance as one of 
the monitoring system by principal in order minimizing an agency cost due to individual interests of the 
management. 
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